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The Honovable Paul Findley
House of Represeatatives

-

Dear Mr. Findley:

This letter is in respcnse to your _requests of November 30,
1972, and January 2, 1973, relating to the funding and operations
of Cotton Incorporated (Inc.s, a private, nopprofit corporation
which carries out a program for market developmaent, rescarch, and
gales promoticn of cotton and cotton products under agreements with
the Commodity Credit Corporation, Department of Agriculture, and
the Cotton Board, a cotton producer organization whose members are
appointed by the Secretary of Agriculture,

This letter responds to your questions regavding (1) the
Department of Agviculture'’s oversight and evaluvation of Cotton
Inc,'s reseavch and promoticn program, (2) the expenditure of
Federal and quari-public (preducer) fiunds for Cotton Ine. operations,
and (3) the expinditure of quasi-public fupds for relocating Couton
Inve, facilities In New York City and Raleigh.

Information on the salaries of Cotton In:, pcrconlel, which
Cotton Inc, coasiders to be confidential, {s jeing - ovwarded
separately.,

Yle reviewved pertipent legislation and re:ords and Interviewed
various officials at the Department of Agricutture, Waghington, D,C.;
Cotivn Inc., New York City and Raleigh; ar tse Cottor Board, Memphis,
As agreed with your office, we did not evaiuvate the eifectiveness of
Cotton Inc,'s research and pronotion activities,

BACKGROUND

The Cotton Producers Institute, the forerunaer of Cotron Inc,,
was organized in 1960 as an arfiliate of the Natjenal Cotten Council,
an organization representing persons engaged Ian cotton business
activitics, inc.uding cotton production, Tie Institute carried out
a cotton rescarch and promotior program using voluntary contributions
from producers.
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The Cotton Research and Promoticn Act (7 U,S,C, 2101), enacted
in July 1966, directed the Secretary of Agriculture to issue and
amepd orders for developing, fipancing, and caryying out an effective
and coptinuous coordinated progrvam of research and promotion designed
to strepgtien the competitive position of U,S, cotton apd to mainttain
and expand its domestic and foreipgn rarke:s and its vavious uses,

The ovders were to apply to all persoas handling cotton (harvesting,
mirketing, ginning, etc,).

The act provided for the mandatory collection of $1 per bale
from producers to ecarry out cotton resecarch and pronotion activities.
It provided also for establishing and operating a Corton Koard to be
composed of cotton-preducer vepresentatives appointed by the Secvetary,
The 20-mewuver Board, established in December 1966, adninisters the
Secretary’s cotton researcih and promotion order, including the
assesament and collection of producer funds,

The act authorized the Cotton Board, with the Secretary’s
appraval, to enter into contracts ov agreements for developing and
carrying out aetivities authorized under the Sceretary's order with
an organfzation or association vhose governing body consisted of
cotton producers selected by colton-producer organizations certified
by the Scceretary,

The Justitvte reorganized in May 1967 and established itsel{
as a private, nonprofit corperation which qualified as the contracting
organization uncer the act, With the Secretary's approval, the Cotton
Board entered irto a contract in July 1967 with the Iastitute to carry
out approved research and promotion projects ising producer funds,

Scction 61( of the Agricultural Act of 1970 (7 U.S,C, 2119)
directed the Cormodity Credit Corporation, through the Cotton Board,
to enter into apreements with the contracting organizavion to carry
out market. development:, research, and sales promoticn programs in
dongstic and foreign markets. It also authorized $10 million of
Coumcclity Credit Corporation funds to be provided apnually for such
agreenents in fiscal years 1972 through 1974,

In December 1970 the Institute changed its name to Cotton Inc.
to lend itscelf to werchandising activities and to reflect the imape
of a modern brsiness mavketing corporation rather than that of an
association, 1In August 1971, pursuant to the 1970 act, the
Conmndity Credi¢ Corporation, the Cotton Boar:d, and Cotton Inc,
entered into an agreement for implementing approved research and
promot:ion projects with Federal funds,

-2



B-142011

Propran funding

Cotten Tne, has three types of funds: (1) producer funds
assessed and collected under the 19¢6 act, (2) Federal funds made
avallable under section 610 of the 1970 act, and (3) its own funds,
which include voluntary producer ecptributions received before
implementation of the 1966 act, interest income, and patents income,
The Cottan Roavrd makes the funcs assesr~ed producers and Federal
funds availeble to Cotton Inc, on the basis of budgets approved by
the Board and the Secretary, Cotton Inc.'s own funds are not subject
to Department or Cotton Beard control,

From the 1967-68 crop year, vhen the assessment of producer
funds began, through the 1971.72 craop year ended July 1972, the
Cotton Board's net collections from producers totaled $44.9 million,
Het collections for erop year 1972-73, which ends in July 1973, are
estimated at $11.5 milllion,

From .January 1968 through June 30, 1973, the Cotton Board and
the Secretary approved Cotton Inec, budgets for using producer funds
totaling about $52,2 million, includipng $10 million for fiscal vear
1973, Through Aoril 30, 1973, Cotton Ine, had experded about $38,7
million, includiig $4.3 million of the $10 nillion badgeted for
fiscal year 1973, The Cotton Hoard retains th2 unexpended producer
funds vhich it iavests in interest-bearing savings accounts ov )
certificates of deposit, The Department sstimatad in March 1973
that, as of June 30, 1973, the Cotton Board's reserve of unexpended
producer funds could total as much as $15 nillicn,

Under sectinn 610 of the 1970 act the Department and the Cotton
Board approved Cotton Inc,'s use of $20 million in Federa! funds
during fiscal years 1972 and 1973, Cotton Ine.'s agreement with
the Cotton Board and the Department stipulates that Cotton Inec,
nust obligate the Federal funds during the fiscal year for which
they are provided and must expend vhem within 18 months from the
beginning of such year. Any Federal! funds not obligated and expended
during these prescribed periods revert to the Commodity Credit
Corporation, Such raquiresents do not apply to producer funds,

Cotton lnc. had expended the full $10 million in Federal funds
approved for fiscal year 1972 and, as of April 30, 1973, it had
expended §3.9 million of the $10 million approved for fiscal year
1973-~an unexpended balance at that time of $6.1 million,
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On July 2, 1973, the Department announced approval of Cotton
Inc,'s total fiscal year 1974 budgev--Federal and producer funds--of
$24 million but stipulated that pone of the $10 million in Vederal
funds to be made available fovr fisecal year 1974 could be expended
until the Congress enacted the Agriculture-Environmental and
Consumer Protection Appropriation Act, 1974 (H,R, 8619),

As of June 30, 1972, Cotton Inc,'s own funds--contributions
raeceived before implenentation of the 1966 act and interest and
patent income--totaled about $1,2 million,

DEPARTHENT 'S OVERSIGHT OF COTTON INC,'S PROGRAM

The Department's primary oversipght responsibilities under the
1966 act are to insure that producer funds are properly safeguarded
and that proposed projects and budgets to be funded with producer
funds meet the intent of the 1966 acc., Under section 610 of the
1970 act, the Lepartment's responsibilities are to (1) transfer,
after its approval of Cotton Inc,'s budget, funds which the Cotton
Board requests to meet Cotton ITnc,'s monthly cash requivements for
approved projects and administrative expenses and (2) insure that
proposed rescarch and promotion projects to be funded with Federal
funds neet the intent of the 1970 act, (See enc, 1 for examples of
Cotton Inc, projects,) |

Cotton Inc, is required to develop and submit annually to the
Cotton Board for review and recomnmendation to the Secretary a
program of proposed plans or projects and supporting budgets of
both Federal and producer funds for market development, raseavch,
and sales promotion of cotton. Such projects, which can be
implenmented upon approval by the Secretavy, rey be carried out in
both the Upited States and foreign countrics,

Before being submitted to the Cotton Poard and the Department,
Cotton Inc.'s vesearch and promotlion program and budgots ave
appraved by ics 40-membey Boavd of Directors at an annual nmecting,
Jotton Inc, officialys told us that at this meeting the prior year's
program is roeviewed and the new year's program ig thoroughly
discussed and considered,

In submitting its proposed program to the Cotton Board, Cotton
Inc, presents a written narvrative summary of jrojects' objectives,
the plan of operation for achieving these objectives, a description
of cach proposed acrivity, and an explanation of related administrative
and overhead expenditures., The “~tton Boavd reviews the
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proposed program and supporting budgets and makes its recommendation
to the Secretary,

Two committees established by the Secretary--the national
cottop research coordinating committev and the promotion veview
committee--examine the research and promotion proposals and the
Board's recommendation,

The 12-member research committee includes 6 representatives
from the Depavrtment, 5 from State agricultural experiment stations,
and 1 from Cotton Inc, The committee generally meets several times
a year to coordinate these organizations' research activities, A
comnittee member advised us that the committee was interested in
overall project areas and any unnecessary duplication of reseacch
effort, On the basis of its review of Cotton Inc,'s research
proposal, the comnittee recommends its approval or disapprevel to
the Secretary,

The promotion review committee includes five members and a
chairman, all {rom the Department, who are appointed hecause of
their knowledge of promotion and marketing, The committee
generally meets once or twice a year, FEach wmber receives Cotton
Inc,'s promotion proposal genevally 2 yecks b:fore a connittee
meeting, Cotton Inc, is piven the opportunits to orally present
its promotion proposal at each meeting, and ¢mmittee members have
the opportunity to ask questions., On the basis of its review of
the proposal, the conmittee recommends to the Sccretary that he
approve or disapprove the promotion program,

Once the Secretary approves the proposed projects and budgets,
Cotton Inc, is authorized to enter into agreements or contracts
with research orzanizations, advertising and promotional agencics,
and the media,

Cotton Inc, may transfer funds, without the Sccretary's
approval, from one approved project to another, provided that
such a transfer does not exceed 20 percent of the approved budpeted
amount for the project into vhich funds are being transferred., For
transfers exceecding 20 percent or for initiating a new project not
previously approved, Cotton Inc, is required to submit a written
request and its justification to the Cotton Board and the Sccretary
for appcoval,
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Cotton Inc, is required also to submit to the Board and the
Secretary an annual report on its previous year's activities and an
annual report of its financial operations prepaved by a certified
public accounting firm, 1In this connection we noted that the firm's
latest available reports gave Cotton Inc, an unqualified opinion on
its fipancial statements for calenday year 1971 and for the first
6 months of 1972,

Cotton Inc, also furpishes the Board and the Secretary monthly
operating expense statements and balance sheets for both Federal
and producer funds and other requested information,

As part of its oversight responsibilities, the Department has
had its Office of the Inspector Geneval (0IG) nake two audits of
Cotton Inc, activities, In March 1972 the O1G issued a veport on
its auldit of Cotton 1nc.'s overall management activities and, in
November 1972, it issued a report on its verification of Cotton
Ine,'s unpaid obligations at June 30, 1972,

Both OIG renorts contained recommendations to the Cotton
Division of the Department'ts Agricultural Marketing Service, which
has direct oversight vesponsibility of Cotton Inec,'s activities.
The March 1972 yeport included recormendation: for stvengthening
the contract bet.vcen the Cotton Board and Cot:on Inc,--for example,
providing the Secretary and the Cotton Loard audit access to
subcontractors' records--and improving Cotton Inc.'s accounting
for property acaiired with producer funda, The November 1972
report included 1 recommendation for better control over oblipations,
At the time of our review, the Cotton Division had not conpleted
action on all of the 0I1G's recommendations,

Program evaluation

The Department had not evaluated, or established a system for
evaluating, the effectiveness of Cotton Inc,'s research and promotion
program, 1n a Mavch 19, 1973, statement made before the Sulbcommittee
on Apviculturc-Environmental and Consumer Prolection Appropriations,
House Committee on Appropriations, the Under Secretary of Agriculture
said:

"1t is [the Department's] position that a comprehensive
evaluation of the effectiveness of [Cotton Ine,'s] past
expenditures and future spending proposals is in order,
[Cotton Inc.] needs a continuing program of self-evalua-
tion, a more careful evaluation by the [Cotton 1nc.]
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allowable for these expenses, Also we wvere unable Lo find any
definitive criteria to determine whether the above percentages
vere appropriate,

Cotton Inc,'s executive salavies represented about 7.7 percent
of its total fiscal year 1973 budget of $20 million, An official
of the Civil Scrvice Commission's Pay and Policy Division told us
that no Federval guidelines or similar standards existed to measure
whether che salaries paid by Cotton Ine, were reasonable, We also
contacted various employment apencies, a manigement consulting
firm, and a major textile mill to obtain their vicws or data with
which to compare Cotton Ine,'s salaries, 1In general, all agreed
that no standards had been established for executive-level
ermpensation,

We believe that evaluating the reasonableness of Cotton Inc,'s
various budget categories is made move difficult by the lack of
information on program effectiveness, As noted previously, the
Department advised us that it would take action to have evaluations
made of the program's effectiveness,

EXPENDITURES rOP. RELOCATION
OF FACILITIES

You asked whether the Cotton Roavd was within its authority
in usiog produccr funds for Cotton Inc,.'s move to new quarters
within New York City and Raleigh and vhether expenditures for
relocation comp’ied with the intent of Congress in authorizing the
$l-a-bale checkoff, Although neither the 1965 act nor its legisla-
tive history specified whether producer funds may be used for
relocating facilities, the language of the legislation is broad
enough to authorize such use. The Cotton Doacd, therefore, vas
within its authority to use these funds for this expenditure
because the Sceretary approved specific amounts to pay for relocation
costs,

In a March 15, 1972, letter, Cotton Inc., advisced the Sceretary
and the Cotton Board that Cotton Inc.'s execcutive committee autho-
rized it to request about $1,3 million from the Board for relocating
into new facilities in New York City and Raleigh, Cotton Ine, said
that it considered its new marketing and headquarters oifice in
New York necessary to bring its sales and maiketing personnel
closer to the executive offices of major textile companies, The
move to Raleigh was to be made to provide for increcased in-house
raseavch activities, including a planned product development
laboratory,

L]
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Board of Dirvectors each year and an impartial
periodic evaluation by an independent outside
source, The latter evaluation has been recom-
mended to [Cotton Inc,] but has not been
initiated by them,”

Recommendation to the Secretary of Acviculture

Because -of the magnitude of Federal and producer fuads being
expended for this program, we recommend that the Department take
action to have evaluations made of the effectiveness of Cotton

Ine,'s program,

Apency comments

Department officials advised us on July 2, 1973, that they would
take the recommended action,

OPERATIONS EXPENDITUkLS

In your November 30, 1972, letter you expressed concern over
the manner in which Cotton Inc, used public money and asked whether
Cotton Inc,'s uie of program funds for the various categories in the
b.dget--adminis :irative costs and other overhead, includiig executive
salaries, reseach, and promotion--vas appropciate, We have included
as enclosure 11 a schedulz summarizing Cotton Inc.'s budget for
fiscal year 197}, its expenditures of Federal and producer funds for
the first 10 moiths of fiscal year 1973, and the unexpended budget
amounts at Apri' 30, 1973.1 Also, enclosure 111 shows, in move
detail, Cotton inc.'s budget for fiscal year 1973 administrative

and overhead expenses,

Our analysis of Cotton Inc,'s fiscal year 1973 budget indicated
that budgeted administrative and overhead, research, and promotion
expenses—-ahout $3,8, $6,6, and $9.6 million, respectively--made up
about 19, 33, and 48 percent, respectively, of the total budget,

As shown in enclosure 11, Cotton Inc, had expended about §$2.5, §2.9,
and $2.9 million, respectively, for these budget categories as of
April 30, 1973,

Neither the pertinent legislation, its legislative history,
nor the Department had established any percentages of total budgets

Ygimilar information was not readily available for fiscal year 1972
because, until July 1, 1972, Cotton Inc. budgeted and accounted for
producer funds on a calendar year basis rather than on a fiscal year

basio,

]



B-142011

The Cotton Board and the Department approved only up to $800,000
in producer funds to be used f{or the relocation, To pay costs
exceeding the approved $800,000, Cotton Ine, is using the voluntary
producer contributions received before the 1966 act,

Cotton Inc,'s planned costs by major category and location

follow:

*

. Location
New York Raleigh Total
Leasehold improvements $414,000 $206,n000 620,000
Furniture and fixtures 75,000 115,030 390,003
Landscaping - 15,000 15,000
Telephone system to,co0 60,000 140,000
Contingencies (note a) 82,000 32 100 114,000
Total $851,000  $428,000  §1,279,000

aAccording to Cotton Inc,, these anounts ave to cover underestimates
on any of the other catepories, to be used as a nargin to cover
conservative ec:imates rmade in cectain areas, and to avoid the need
to seek additionral bhudget approval.

Because of the manner in vhich Cotton Inc, maintained its records,
it was not practical for us to determine the amount spent in ecach of
these major cost categories by source of funds, The records showed,
however, that, as of April 30, 1973, Cotton Inc, had spent a total of
$1,029,742 for relocation and had unpaid obligations of $249,258 from
the following fund sources,

Unpaid
Expended obligations Total
Voluntary producer contribu-
tions received before
the 1966 act $ 300,863 $178,137 $ 479,000
Producer funds 728,879 71,121 800,000
Total 1,029,742 249,258 51,279,000
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As ehowm above, relocgtion esxpenditures and unpaid obligations
of prodvcer funds, as of A,:41 30, 1973, had not exceeded the
$800,000 .uthorized by the Department,

As agreed, we discussed the contents of this rveport with pepartment,
Cotton BDoard, and (Cotton Inc, officials and have considered their com-
ments, It was nat feasible to obtain formal wy.tten comments because
of the need tn providz this information to you without delay,

Also as agveed, we will subsequently velease copies of this
report to the Divector, Office o.f Mauapgement and Budget; the Sepate
and Heuse Cemmiktees on Government Operations and Appropriations;
the Senate Crmmittee on Agviculture and Forestry; the Houre Committee
on Agriculture; and the Secretary of Agriculture,

Sincerely yours,

raul G, Demb’irng

Comptroller General

Aoune
A of the United States

Enclosures -~ 3
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FERCLOSURE 1

EXAMPLES OF ACTIVITIES UNDERTAKEN BY COITON 16C.

Promotion:

Cooperative
advertising

Cooperative
advertising

Rescarch:

Flammability
evaluations

Combustion
products

Shart-staple
spinning

TH_RESEARCH A%ND PROVO110M

Obhicctives

To increase cotton con-
sumption by a mill in a
particular markets,

To gain national exposure
for Cotton Inc, in retail
stores and to promote
cotton fabrics in retail
stores,

To oltain inforiwtion and
develop cata vhich will
support cotton jasLeLry
efforts to rarket fite~
resistant cotton textile
products.,

To detereine the toxicity

of burning fabrics carposed

of cotton and of competitive
fibers to deternine the nature
of the toxic co jonents,

To examine new short-staple
spinning systens vhich offer
cost or other advantages

for cotton,

-l

Cost

§25,000

18,530

20,000

60,000

31,000

Find
source

Federal

Fede al

Vederal

Vedoral

Producer
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$1
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Erpense ften

Salaries:
Exccutive
Secretaricl] and clerical

Total

Frinpe benefits (note a):
Rotirer.ent
Hospitalization and

major medical
Group life and
accidental death
Uncoploynment
Fel.Ced, taxes .
long~tem disabilfity
Travel accident
Workman's cocpensation

Total *
Trevel
Directe s’ reeting

Housckeeping!

Rent-new offices (on a
12-r.0ath Lasis)

Rent-old offfces (note b)

Telephone and telegraph

Office supplies and
niscellancous

Postage and express

Furniture, cquipnaent,
and mafntenance

Building maintenance

Total

Miscellaneous:®
Accounting services
Auditing feces
Fabrics
Other

Total

'fotal adainistrative and
ovethead expenses

COITON Ux. PROTOSED CISCAL YEAR 1973

ADHTHIS DAL IVE 5D OVIPHUAD BAPENSES

Exccutive Research and
office Sales and tcehnical
adninistration carketing scrvices Totel
§165,000 $ 916,000 $ 450,000  §1,531,000
&5,000 210.0C0 105,000 3-+0,000
210,000 1,126,000 . _ 55%,000 1,891,000
50,494 258,425 131,627 440,5%¢
4,388 29,765 14,782 48,940
4,249 18,580 7,240 30,069
955 8,070 3,918 12,943
5,106 40,752 18,182 64,040
733 6,062 2,564 9,359
618 2,650 4999 4,277
457 3,686 683 4,826
67,000 368.000 180,020 615,000
_50,000 100,000 150,000 5¢0,000
100,000 - - 100,000
20,000 180,000 63,000 263,000
5.000 43,000 34,000 §2,C00
10,000 6¢5,0C0 30,000 105,000
20,000 95,000 30,000 145,000
3,000 15,000 2,000 20,07
1,000 4,000 5,600 10,000
1,000 ____ 5,000 5,000 11,000
60,000 407,000 169,000 636.090
100,000 - - 100,000
15,000 - - 15,000
- 2,000 - 2,000
- 5,000 - 5,0C0
115,000 7,000 - 122,000
$602,000 $2,208,000 . $1,08%,000 $3,864.000

ENCLCSURE 111

8The total budget for fringe benefits of $615,000 for fiscal ycar 1973 represents abeut

32,5 percent of total tudseted salarfes of $1,891,000,

According to tne Bureau of

Labor Statistics' Decenmber 31, 1971, publication, “Pay Supplerents i1 Private Industry
and Federal Governrent Coapated,' frince btenefits patd by private industry tn calendar
year 1970 and by the Federal Govetnment in fiscal vear 1971 represented 26,6 and 27.3
Cotton Inc,'s budpeted ancunt for
retirement tepresented at:out 23,3 petcent of total salaries, whercas for private
industry and the Federal Governnent {t was 9.1 and 10 percent, respectively.

petcent, respectively, of bas{c wases ard salartes.

b

b

Cotton Inc, had $48,000 dye on New York space until lease expired on April 30, 1973,
lease on Raleigh space expires on November 130, 1973,





